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Abstract 
 
The entrance of low cost airline companies in the airline market has increased the 
competitiveness of the airline industry, causing a high specialization to segment and 
differentiate from their competitors. The specialization has caused a redefinition of their 
business models, simplifying their organization, and focusing only on their profitable 
strengths. We believed with such radical measures that companies would emphasize upon 
innovation as their way to add value to the company. The aim of the project has been to 
analyse the influence of innovation on the competitive airline market between high profile 
and low cost airlines companies´ business model. Through our comparative case study we 
found that the two companies seemed were different at first sight however, they were 
remarkably similar based upon the innovation indicators in their annual reports. 
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1. Introduction 
In this chapter we will start out with an outline of the topic matter. Namely we will 
focus on innovation and more specifically innovation in the airline sector. Looking 
into the field of this topic, we will make it obvious that it entails various problematic 
areas. Therefore it will lead to the problem statement. Afterwards, an outline of the 
rest of the project will be presented.  
 
1.1 Problem area  
The purpose of innovation has changed many times throughout history. 
Traditionally, many companies decided to innovate as an attempt to satisfy the needs 
of their stakeholders. While even earlier, innovation was businesses, which strayed 
from their original path into something new. For example many of day-to-day items 
were innovated without this specific use but was later adapted to become what we 
know and love today. Within all sectors from clothing to transportation innovation 
has driven each sector forward. For example in the past, innovative products like the 
light bulb, penicillin and computers was developed by one single person. 
 
However, as humanity progressed so did the process of innovation. In the Era of 
Mass Production, whole companies began to invest in innovation research and 
development in order to increase the efficiency with processes such as assembly lines 
and automation. Later, in the Digital Era in the 1970’s, start-up companies like 
Microsoft, Apple and later with the emerge of the Internet companies such as Google 
came to be. Although all of these companies started out with a limited budget, they 
later emerged as successful companies because of their ability to find opportunities 
in unknown markets.   
 
This increasingly fast paced world has continually pushed the boundaries as for we 
accept as normal. Only two decades ago the internet was nothing more than the inter 
connection of a small network and today almost no company can survive without it. 
This single piece of technology has affected every part of people’s lives and within 
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businesses it has broken the limitation of distance as e mails has made messaging 
almost instant across the globe.  
 
Nowadays, all companies want to innovate their business model. This trend is most 
noticeable in companies like Amazon, Starbucks or eBay, due to their unique 
approach of selling “normal” products with a special added value (Trends Magazine, 
2013). Thus, the aim of innovation has shifted from developing new products or 
processes to focus more on how to increase the consumer experience by adding value 
to already existing products. Innovation can be developed by introducing new 
products or processes to the world, a specific industry, a specific market, or a 
specific company, however, we consider the direct impact of innovation to be the 
most important aspect of the innovative process (Reilly & Tushman, 2004). 
 
In particular, the airline industry is known to be one of the most innovative industries 
since airline companies must develop strategies to adapt to the turbulent economic 
environment. There has been increasing competition among airline companies in the 
last decade due to the various innovations in service and product offerings as well as 
technologies introduced (Southwest Annual Report, 2012). Although the airline 
industry is considered unstable, it can be one of the most lucrative industries as well. 
For this reasons, companies must employ strategies with a lot of flexibility in order 
to keep up with changes in the marketplace and to differentiate themselves from their 
competitors. This is why it is useful to understand the trends in innovation among 
firms in the airline industry (Wensveen, 2008).  
 
All industries have periods of survival, adaptation, recovery and innovation, resulting 
in the need for flexible business strategies more than ever. After the terrorist attacks 
on September 11 2001, the airline industry was in a survival mode. There were a lot 
of bankruptcies, mergers and acquisitions. In the 2002/03 period, airlines focused on 
cost reduction to adapt to the environment by reducing capacity, cutting many flight 
amenities, and remove older aircrafts. From 2003 to 2005, the airline industry 
entered a period of recovery focusing on revenue maximization. Since 2005 the 
airline industry still continues to innovate and rethink the way they do business due 
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the oil crisis. Traditional and low cost airlines focus in differentiating their business 
models to become the leader in the airline market. Much of the innovation during 
this period came from the many low-cost strategies (Wensveen, 2008).  
 
Thus, innovation can be seen as a major source for business growth. One example is 
how the low cost airline company, Easyjet are present in all the bigger airports in 
Europe such as Paris-CDG and Kastrup Airport, while its competitor Ryanair is only 
present at second zone airports like Malmö near Copenhagen and Beauvais near 
Paris. Another example is that Southwest was the first airline company who changed 
the structure inside the aircraft. They removed the business class and added more 
seats by decreasing the distance between the existing ones (Cohen, 2000). 
 
These innovation incentives can seem small but looking at a long term perspective it 
reflects positively on the company revenues. Being the first company to take 
advantage of an opportunity on a market and differentiate from the competitors, 
gives that company the lead on the respective market for a given period of time 
(Cohen, 2000). Thus innovation becomes the key for business survival: “For a 
company to survive discontinuity, they must face the reality that they may have some 
fundamental changes: Who they are? What they to? How they do it?” (Kantrow, 
1984: 14). 
 
1.2 Problem statement 
The turbulent history of the airline industry with increasing competition on the 
market due to both internal and external factors explained above, has led to the 
following problem statement: 
 
The airline market has become more competitive since the entrance of low cost 
airline companies and has led to greater importance on use of innovation. Which 
influence does innovation have on the competitive airline market between high 
profile and low cost airlines companies´ business model? 
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1.3 Project design 
This subchapter is intended to provide a comprehensive overview of all the chapters, 
which the project entails. Thus, the content of each chapter will be briefly 
summarized below. 
 
Chapter 1 is an introduction and problematization of the area on the subject matter. 
This leads to the problem statement, that functions as the tool for investigating the 
influence of innovation respectively, on high profile and low cost airline companies.  
 
Chapter 2, the theoretical framework, starts out with a discussion about how to 
define innovation and thereafter, covers the field of innovation theories. It will 
quickly become obvious that both defining and using innovation as a theoretical 
approach and an analytical tool entails great complexity. Thus, it has been necessary 
to combine the theory of innovation with neighboring theories, leading to a threefold 
theoretical approach. Lastly, the limitations of the chosen theoretical will be 
presented.  
 
Chapter 3 will be based on the methodological part and will outline the 
methodological choices in order to answer the problem statement. 
 
Chapter 4, entails an analysis of the airline companies, Delta and Southwest’s 
business model and strategy. What type of innovation they have been held and how 
can we measure their innovation. 
 
Chapter 5 will be the discussion and will examine the differences between the high 
profile and the low cost airline companies. 
 
Chapter 6 will be the conclusion part and states on how innovation affects the high 
profile and low cost airline companies’ business models. 
 
Chapter 7 will present a perspectivation on the outcomes obtained in the analysis and 
discussion. As it becomes clear that other parameters affect the airline market than 
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those presented in the analytical framework, these will be discussed here. The 
parameters, which have been chosen for perspectivation, is the two global crisis; the 
terrorist attacks September 11, 2001 and the global financial crisis, and the future 
prospects of the airline market.  
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2. Theory of Innovation 
Innovation is essential for the growth of companies. The international competition 
has increased due globalization and thereby, changed the needs of innovation. Today 
companies have easier access to new information, markets and technologies; a 
knowledge that can be categorized as one of the most important factors for economic 
growth and innovation (Oslo Manual, 2005). The following chapter will first attempt 
to define the concept of innovation in order to be fully equipped to grasp the 
theoretical apparatus. Secondly, it will describe the field of innovation theories to 
single out the theories relevant for the topic matter. Afterwards, the relevant theories 
will be presented and their limitations will be discussed. 
 
2.1 Definition of Innovation 
Joseph Schumpeter was the first theorist to define innovation in 1934. He defined 
innovation as “a new combination of things that come to market” (Sundbo, 1998: 
58), which can be new products, methods of production, sources to supply, 
exploitation of new markets, or new ways of organizing business (Schumpeter, 1934; 
Sundbo, 1998). Another definition was made by the Business Council of Australia, 
which defined innovation as the application of new ideas regarding products, 
processes or other aspects of a firm’s activities to create added value either directly 
for the enterprise or indirectly for its customers (Business Council of Australia, 
2008).  
 
However, innovation should be considered as more than the application of new ideas. 
If a company uses existing knowledge and adequate it for its specific needs, it can 
also be considered as innovation since it appears to be better than before. Although 
Schumpeter says that innovation come into the market, a company can also introduce 
innovation in its business activities to cover a specific need (for example without 
patenting the idea). An example of innovation in business activities can be seen in 
the low cost airline sector. Since the aircraft returns to its base after every flight, it 
decreases the expenditures of the airline company and presents a “normal” lifestyle 
for the cabin crew. Therefore, is it not necessarily important for innovation to come 
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into a market as long as it covers the need for adding value either for customers or 
the company. 
 
Invention is the key to make innovation a possibility. It is the first occurrence of an 
idea for a new product or process. Thus innovation is possible, when invention is 
combined with different types of knowledge, capabilities, skills, and resources. A 
product or a process of innovation can be implemented it is has been introduced to 
the market (product innovation) or used within a production process (process 
innovation), to cover the needs. Thus, an invention can only be an innovation, when 
it has success in the market or benefit for its developers (Schumpeter, 1934; Sundbo, 
1998). 
 
An example that can be seen is, when Leonardo da Vinci had some advanced ideas 
about an airplane. Due to the lack of resources, such as materials and power source, 
he could not however, put his ideas into practice. Moreover, these ideas would have 
been difficult if not impossible to apply, until the invention and commercialization of 
the internal combustion engine. With this example it becomes obvious that 
innovation is concerned with the process of commercializing or the extraction of 
value from ideas. Thus, some innovations can only be done due to previous 
inventions and innovations.  
 
Coming back to the definition of innovation it becomes clear that it is difficult to 
define and that a unique definition of innovation does not exist. Each author 
elaborates his own definition according to the factors and types of innovation, which 
he takes into account. For these main reasons it has been necessary to elaborate a 
unique definition for the purpose of the subject matter by combining concepts from 
different authors and literature, thus leading to the following definition:  
 
Innovation is the way in which companies add value to improve their products and 
services, their management techniques, their organizational structures or their 
market approach, by developing new knowledge or improving the existing 
knowledge. An invention will be an innovation when it has success in the market or 
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benefits for its developers. A company is innovative when it is the first in taking 
advantage of that knowledge in their specific market.  
 
Companies use innovation to find new opportunities, to grow in new markets, or to 
hold and lead the way in mature markets. These companies have an uncertain future 
so they have to be agile and flexible enough in some areas without falling in chaos, 
while at the same time rigid enough in other areas to maintain their business 
direction. This is why leaders are very important for these corporations; they are 
people who will encourage innovation, develop new strategies, or on the other hand, 
harm it with excessive control or lack of support (AMA, 2006). 
 
It is crucial to notice that the centre of innovation depends on sectors, the economy 
and countries in which innovation will combine existing ideas, capabilities, skills, 
and resources from internal and external sources. This is risky for companies since 
they are going to invest in something difficult to measure in economic terms (AMA, 
2006). Later on it will become obvious that companies have difficulties to measure 
innovation due to different types of innovation and the external factors around them. 
Thus, innovation can be characterized as a risky investment with advantages as well 
as disadvantages.  
 
Generally, an innovative company can be seen as the leader in a market as it is the 
first who takes advantage of a successful idea. However, in a high competitive 
market, such as the airline market, innovation is crucial for survival, as the most 
innovative airline company today can be the lowest rated company tomorrow. Yet, 
one should bear in mind that the implementation of an innovation does not imply 
incomes at the exact moment. Implementing innovation takes time to start and 
thereby, generates revenues (this will be explained later in the Growth Share Matrix).  
 
2.2 The Field of Innovation Theories 
The theory of innovation in the economical field has usually been accredited to 
Schumpeter, even though certain elements of innovation theory stem further back. 
Until the 1970s however, the field of innovation theories only had insignificant 
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status. John Maynard Keynes was the model to follow for economic regulations in 
the field until it became evident that his theories were not applicable during the 
economic depression in the 1970s. Thus, innovation theories gained great 
prominence during the 1970-80s. According to innovation economists’ innovation 
was the key factor to secure growth, which, according to Schumpeter, should be 
accredited to entrepreneurs who produce innovation. Thus, it can be argued that 
innovation is crucial for individual companies, as it becomes the key for potential 
expansion and growth (Sundbo, 1998: 3).  
 
This subchapter will outline the field of innovation theories and single out the 
available theoretical apparatus. Quickly, it will become obvious that despite the 
popularity for innovation, it is still an undeveloped science. Therefore, there is no 
dominant theory on the field and very little agreement about what triggers a 
company’s ability to innovate. However, the field still presents different approaches 
to innovation, in which the most relevant ones will be presented below. 
 
2.2.1 Incremental Innovation 
Incremental innovation can be characterized as when companies use existing 
knowledge to make small improvements in their existing products and services, it in 
turn adds more value to the company or customers (Reilly & Tushman, 2004). These 
appear more or less continuously in any industry or service activity however, at a 
varying rate in different industries and time periods. They rarely occur as a result of 
formal research and development activity, but as an outcome of inventions and 
improvements suggested by engineers and others directly engaged in the production 
process. In addition it can also be a result of initiatives and proposals by users 
(Freeman et al., 1982). 
 
They are particularly important in the follow-through period after a radical 
breakthrough innovation and frequently associated with the scaling up of equipment 
and quality improvements of products and services for a variety of specific 
applications. Although their combined effect is extremely important in the growth of 
productivity, no single incremental innovation has dramatic effects, and they may 
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sometimes pass unnoticed and unrecorded (Freeman et al., 1982). However, 
incremental innovation is generally seen to be cheaper than radical innovation. In 
this kind of innovation, some improvements in products or services are focused on a 
target market (AMA, 2006). 
 
2.2.2 Radical Innovation 
Radical innovations are discontinuous improvements, and in recent times it is usually 
a result of a deliberate research and development activity in enterprises and/or in 
universities and government laboratories (AMA, 2006). They are unevenly 
distributed over sectors and time. Gerhard O. Mensch suggested that the appearance 
of radical innovation is particularly concentrated in periods of deep recession 
(Mensh, 1979). Whenever recession may occur it is seen as a potential springboard 
for the growth of new markets or as in the case of radical innovation, it will lead to 
big improvements in cost and quality of existing products (Freeman et al., 1982). 
Generally, this kind of innovation is more risky and expensive than the 
aforementioned types of innovation. This intellectual property can alter the basis for 
competition in an industry by improving old products or ways of working that are 
rendered obsolete and gain access to potential markets (AMA, 2006). 
 
Usually, there are difficult connections between scientists and commercial managers 
due to their conflict of interest and time outlook. Some are focused on the knowledge 
and others in the product design therefore, it becomes necessary that a less formal 
structure and long term is present. Although innovation can find a big scope of 
interesting opportunities, it can take a long time to bring a product to the market and 
achieve the goals attached (AMA, 2006). 
 
2.2.3 Organizational Innovation 
Following the thought of the above mentioned, developing new products imply 
improvements in the way to manage (management innovation), and to take 
advantage of the business and market opportunities. Here it is crucial that 
corporations have areas clearly differentiated; some with structure that is more 
innovative and flexible, while others can be more rigid to obtain their global 
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perspectives and their needs for innovation. Otherwise a company may lose its 
incentive to innovate due to the thought that they are doing well in all their activities 
(AMA, 2006). 
 
2.3 The Choice of Theory 
Looking into the field of innovation theories it quickly becomes clear, which theories 
that have a relevant character for the purpose of investigating the problem statement. 
Thereby, the theoretical approach for this investigation will heavily rely on the 
theory of organizational innovation. However, as stated before, the theoretical 
grounds of innovation is not fully developed to carry out a whole analysis on the 
topic matter therefore, it becomes necessary to supplement with neighbouring 
theoretical fields. Thus, the theoretical approach for this investigation will be 
threefold: first, the strategic approach with the factors of price and products; second, 
the organizational innovation approach including the business model and third, the 
theory of entrepreneurship. Furthermore, external factors will be outlined with a 
heavy emphasis on Porter’ five forces. In the end of this subchapter it will become 
obvious how the threefold theoretical approach are interlinked and how the mutually 
influence each other. In order to measure the influence that the theoretical 
approaches have on each other, the ways to measure innovation will be outlined. 
 
2.3.1 New Strategies and Opportunities 
Innovation has always been important, but sometimes companies prefer to apply 
other strategic dimensions due the fact that the effects of innovation only show in the 
long term prospect. However, when the financial situation of a company has negative 
rates, they are forced to find new opportunities to survive by making improvements 
and developing new innovation. Therefore, it is crucial always to bear in mind the 
importance of preventive and strategic decisions. Strategy and innovation are 
processes, which interact with each other, and if enough time to find a good 
opportunity in the market is dedicated, the company will gain more competitive 
strength, leading to survival in the long term (Rée, 1995). 
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In the airline market in particular, there are a great amount of opportunities that 
airline companies can take advantage of. The theoretical background suggests 
different types of product features that airline companies can take use of in order to 
obtain a successful business model. These product features include elements such as 
aircraft usage, choice of airport, ways of check-in, class segmentation, flight 
connection, customer service, number of intermediaries in the distribution chain, fare 
structure, sustainability of aircrafts, frequency of flights, frequent flyer programme, 
in-flight amenities, operational activities, booking and distance of seats, and target 
group (Wensween, 2009). 
 
Another strategy that can be conducted is the price specialist model. Price specialist 
airlines use low cost strategies offering low fares, high density flights, and covers 
high demand routes. Here, the success will be based on the ability to identify the 
market and offering the lowest price possible. The price specialist model offers more 
flexibility and more opportunity to expand into new markets than other strategies 
(Wensveen, 2009). 
 
 
2.3.2 Organizational Innovation and the Business Model 
Organizational innovation can be characterized as the application of a new 
organizational method in a company’s business practices, external relations or 
workplace organization (OECD, 2005). This indicate some changes, which are new 
to the organization and are created by the management. An advantage of this 
indicator is that it is a holistic assessment of the company or organization:  
 
“Innovations in workplace organization involve the implementation of new methods 
for distributing responsibilities and decision making among employees for the 
division of work within and between firm activities as well as new concepts for the 
structuring of activities, such as the integration of different business activities” 
(OECD, 2005: 53).  
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Nevertheless, it is difficult to establish a valid baseline. Measuring organizational 
innovation is usually in the hand of the CEO’s (De Jong & Den Hartog, 2010).  
 
According to the organizational innovation theory the main innovations can be 
described in the business model in which the business structure and business process 
innovations are included. The business model can be characterized as an approach to 
understand the rationale behind how a company produces, delivers and captures 
value. Both in theory and in practice the business model is employed to understand a 
broad array of formal and informal accounts of a business’ focal features. 
Schumpeter portrays a business model as, when a particular branch of manufacture 
enters a market it has not previously entered (Schumpeter, 1934). For this reason, it 
is necessary to invest a great amount of capital to start a viable business. Inventors 
develop new business models like Amazon, eBay, Google or Groupon. The common 
point of these companies is that they are selling a product or service that is already 
known, but by adding value or changing the selling channel. In the airline market it 
is seen by the fact that airline companies tend to focus on a specific segment of the 
market to satisfy their own and their customers need (Doganis, 2001). The main 
requirement of developing a business model however is by having employees with 
talent, high financial resources to invest, and proprietary assets to avoid being copied 
by competitors, which is in fact very common (Trends Magazine, 2013). 
 
The business structure innovation is seen when companies want to enter new 
markets, create new innovations or new strategic goals through businesses in order to 
develop their structures (AMA, 2006). This can be obtained through mergers and 
divestments, carrying out of the new organization of any industry (Schumpeter, 
1934), or through an internal restructuring, which gives them some advantages that 
small companies have. Sometimes, the smallest companies can take advantage of 
opportunities in new markets due to their flexibility and ability to identify the 
potential of these opportunities. This is why it is important to break structural 
barriers and have some flexible departments inside a company to acquire new 
knowledge. However, each department needs to be analyzed independently and 
question how these departments can help in the overall aspect (AMA, 2006).  
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On the other side of the business model spectrum, business process innovation is 
focusing on “how” to create innovation. It is the introduction of a new method of 
production, which is one not yet tested by experience in the branch of manufacture 
(Schumpeter, 1934). A good example of a business process innovation is when Ford 
Motor introduced the assembly line. These innovations sometimes allow for 
decreased costs and an increase in quality or productivity (AMA, 2006). 
 
Although there are several types of classification left outside, the above-mentioned 
are the most relevant for the topic matter. Common for all the types of innovations in 
the business model is that it can be orientated to different target markets of 
customers. Some may aim for existing customers, while others will target for new 
potential ones (Reilly & Tushman, 2004). 
 
2.3.3 Entrepreneurship 
Organizations are always striving to become more innovative however, they can face 
difficulties in doing so due to bureaucracy, arrogance, tired executive blood, poor 
planning, short-term investment horizons, or inadequate skills and resources. 
However, all corporations need a leader, an entrepreneur, who balances the 
integration and differentiation of each department depending of their needs to keep a 
global corporate vision and achieve their goals successfully (Reilly & Tushman, 
2004). An entrepreneur, which stems from French, is an active person with initiative. 
The concept of entrepreneur has changed during economic history and has lead to a 
diversity of schools of thought. One, which is based on the French tradition, defines 
an entrepreneur with a function that is not included in the functions of the owner, the 
manager, or the labourer. Here, the most prominent authors are Jean Baptiste Say, 
Léon Walras and John Bates Clark.  
 
In the English tradition, as expressed by Adam Smith and John Stuart Mill, the 
entrepreneur is identified as the owner or manager of a company, leaving out the 
explicit character of an entrepreneur. Moreover, the capitalist or the undertaker is 
mostly associated with the analysis of distribution. Thus, the term entrepreneur is 
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used on purpose to stress the fact of economic dynamics and the hierarchical position 
of management. Therefore, the entrepreneur or undertaker conception can be 
resumed as a risk bearer, capital owner, day-to-day leader, or equilibrium creator. 
Sometimes, this entrepreneur does not get credited the value deserved however, it is 
necessary to have a good undertaker who balance the company’s resources and have 
the ability to make a mediocre idea successful. The employees have to implant 
business strategies and new innovations at the right time and place in order to 
success, as well as evaluating its environmental risk using some indicators and 
decision making tools properly. 
 
2.3.4 External Factors 
Developing a business model with competitive advantages in the airline industry is a 
difficult task but it must be done. Companies need to know how the market is and 
analyze their business environment, especially with a focus on their competitors. 
How will this company act in the market and does this airline company have the 
ability to compete with other companies, in that case what will their long term gain 
be, is some of the questions that are of relevance. New competitors will always 
appear with new innovation- and competitive business strategies so “the airline 
should identify what the company’s strengths are and how these strengths will be 
used to gain competitive advantage” (Wensveen, 2008: 129). Failures to identify the 
markets need, the size of the market, and the difference between the airline 
companies and its competition will make an airline like the other and lead to serious 
difficulties for survival. This is why Porter’s five forces are important in order to 
understand the airline market (Wensveen, 2008).  
 
Porter’s Five Forces 
Porter’s five forces was created by Michael Porter in 1979 at Harvard University. 
The theory claims that profit is higher when competition is lower and vice versa. The 
five forces determine the competitive intensity and attractiveness of a market, and 
function as a decision tool in order to make better strategic choices while analyzing 
the context of the market, thus helping companies to understand the key for success 
and competitive advantage (Witcher, 2010). Furthermore, Porter’s model adopts a 
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macroeconomic perspective of the industry and claims that maximization of the 
profitability comes with the exploitation of a competitive advantage without taking 
the use of internal resource into account. The five forces are categorized as threat of 
new entrant, threat of substitute products or services, bargaining power of supplier, 
bargaining power of customer, and intensity of competitive rivalry (Witcher, 2010). 
 
The first force, new entrant to an industry, can be characterized as a desire to earn a 
market share and other substantial resources. The threat of entry vary with the 
presence of entry barrier, which is an obstruction that arrives and makes it difficult 
for a company to enter, in example due to government policy, capital requirement or 
economy of scale (Byars, 1991). The second force, threat of substitute, is a product 
or service of another industry, which creates an equal value for the customer 
(Witcher, 2010). Third, the bargaining power of supplier can play a key role by their 
ability to increase price or to reduce the quality of a product or service. This power is 
driven by factors such as the switch of the cost of supply, the supplier concentration 
and the impact of input on cost. A supplier is powerful when their industry is 
dominated by a small number of companies or if they have a unique product (Byars, 
1991). Fourth, bargaining power of customer,it’s one of the force that shape the 
competitive structure of an industry.They have the strongest effect on pricing when 
buyers are organize (Buyer power is high if there is a few buyer and many seller). 
Lastly, when there is rivalry among existing firms, companies are mutually 
dependent on each strategy conducted, in which the direction they undertake can 
have a directly effect on the competitors. These criterias can be characterized as 
product differentiation, industry growth, exit barrier, and diversity of the competitors 
(Witcher, 2010). 
 
Flexibility 
Another external factor that needs to be taken into consideration is flexibility. 
Flexibility is the abilities and capacities to reposition resources and functions of an 
organization in a way, which is consistent and logical for the future management 
strategy (Koornhof, 2001). Companies have to adjust their business strategies to the 
competitive and unstable environment in order to increase its vivacity since there is a 
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direct relationship between the external environment and the level of flexibility of a 
company. If the environment is very competitive, companies should react to their 
environmental changes in order to keep their market share:  
 
“Simplicity in the business model coincides directly with flexibility, and at the same 
time, simplicity must be balanced with optimization to success” (Wensveen, 2012: 
130).  
 
This is why an organization needs a physical separation between the exploitative and 
the exploratory business to be flexible, where each management team needs freedom 
to design their innovations while having different competencies, cultures and 
processes:  
 
“The ambidextrous organization constantly look backward, attending to the products 
and processes of the past, while also organizing forward, preparing for the 
innovations that will define the future. It requires executives to explore new 
opportunities even as they work diligently to exploit existing capabilities” (Reilly & 
Tushman, 2004: p4).  
 
On one hand, exploitative businesses should have a strategy focused on decreasing 
cost and make profit with effective tasks and incremental innovations. This structure 
is formal and mechanistic with an authoritative leadership, who rewards depending 
on the productivity. The culture of this team consists of efficiency, low risk and 
quality. On the other, exploratory businesses have a strategy focused on innovation 
and growth through the development of new products and breakthrough innovations. 
The structure is adaptive and loose with a visionary and involved leadership. The 
culture of this team consists of experimentation, flexibility, speed, and risk taking. 
Thus, companies with the aim of success should be an ambidextrous organization, 
finding a balance between exploring new opportunities to innovate, while exploiting 
their existing capabilities (Reilly & Tushman, 2004). 
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2.3.5 Measuring Innovation 
Innovation is a concept, which has a lot of definitions and a few certain 
measurements. There are a lot of arguments about how to measure innovation. Those 
arguments occur because innovation is an intangible notion but there are some 
indicators that can help us to understand innovation’s effect to organizations and 
nations. Those measurements will be presented below. 
 
2.3.5.1 The Growth Share Matrix 
Innovation requires a great amount of resources, which are limited in the real world 
therefore, companies use analytical tools to manage their resources, balance their 
expenditures properly, and to analyze which kind of business activities that are 
adequate for their goals (Boston Consulting Group, 1973). 
 
The BCG is a strategic management tool, which allows to analyse each possibilities 
depending of the circumstances and to decide if they should invest, divest or 
abandon:  
 
“The use of cash is proportional to the rate of growth of any product and the 
generation of cash is a function of market share because of the experience curve 
effect” (Boston Consulting Group,1973: 1).  
 
The growth share matrix is a 2x2 matrix of the relationship of the market growth, the 
vertical axis, and the relative market share, the horizontal axis (Boston Consulting 
Group, 1973). The first factor in the matrix is the market share, which is a 
company’s relation to its largest competitor and its preferable ones than just the cash 
flow as it provides more information and predictions about where it will be in the 
future. The relative market share is basically the cash generation in which the higher 
the market share, the more cash will be generated. The second factor, the market 
growth, is the strength of the market. The market can be mature with a slow market 
growth or figure as a future potential market, which is very attractive for new 
competitors. Potential markets will request high investment to increase their market 
share and strive to be the leader on the market. Thus, business activities will situate 
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in a square all depending on its strategy value and if the company should invest, 
divest or abandon. The third factor, stars, is characterized by high market share in a 
fast growing industry. It is a position where the innovation is the leader in the 
market. It can require greater amount of capital but it is useful for the company to 
exploit it until having a mature market to keep in the leadership. When innovation 
has a slow growth and the company has been able to keep their category leadership, 
it will change to cash cows.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
        Figure 1 The Growth-Share Matrix (Boston Consulting Group, 1973: 1) 
 
Cash cows, which it the fourth factor, is characterized by a high market share in a 
slow-growing industry. These businesses generate enough amounts of cash to 
maintain the business and to build new stars. Here, a mature market is present in 
which the companies try to exploit their products and services’ characteristics with 
less investment possible, possibly adding small innovations to maintain in the 
industry. The fifth factor, dogs, is present when there is a low market share in a 
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mature, slow-growing industry. Usually, these activities do not generate enough cash 
to stay in the business’ market share. This is not beneficial for the companies, thus 
they should be sold off. The last factor, question marks, consumes a lot of cash, as it 
is rapidly growing but has a low market share and does not generate much cash yet. 
By increasing its market share however, it can become a star (Boston Consulting 
Group, 1973).  
 
With this analysis, managers will have a global vision that allows them to do a 
balanced portfolio, allocating different amount of resources to each activity. For 
example, question marks require a heavy cash investment and must be analyzed 
carefully in order to determine whether they are worth the investment required to 
grow their market share. Moreover, a diversified corporation should use the money 
generated by the cash cows to fund the stars, with high share and high growth to 
assure the future, and the question marks, to convert them into stars with the added 
funds. Then, the corporation should remove these lines of the portfolio, which are not 
profitable for them. Here, we can see the different steps that an innovation follow 
(Boston Consulting Group, 1973).  
 
2.3.5.2 Other Innovation Indicators 
Measurements of innovation need further consideration than the definition part. 
Since innovation cannot be seen clearly with data or can be measured with a device it 
is best to focus on the impact of innovation in the area. Therefore, measuring the 
impact of innovation is crucial, although it is not the goal to find certain number of 
any kinds. Zoltan Acs and David B. Audretsch complaint the absence of 
measurement technologies as follows:  
 
“A fundamental problem in the study of innovation and technical change in industry 
is the absence of satisfactory measures of new knowledge and its contribution to 
technological progress. There exists no measure of innovation that permits readily 
interpretable cross-industry comparisons. Moreover, the value of an innovation is 
difficult to assess, particularly when the innovation is embodied in consumer 
products” (Acs & Audretsch, 1991: 3). 
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According to Simon Kuznets observation, that may be the greatest difficulty to 
understanding the role of innovation in economic processes, has been the lack of 
meaningful measures of innovative inputs and outputs. It is not impossible to 
measure innovation as it depends on many variables (Kuznets, 1962). Thus, number 
of different innovation indicators need to be considered. Although, there are many 
indicators to measure innovation, it clearly may vary on the topic matter. The 
following will outline the important indicators for the subsequent analysis.  
 
Product Improvements and Technology Measures 
These indicators measure aspects of the innovation process that have the upstate aim 
of transforming technology and new ideas into tangible goods or services. Indicators 
of product/technology can be stated as new products and new materials. New 
products indicate a complete process of bringing a new product to the market. That 
product might be a set as benefits offered for exchange and can be tangible or 
intangible. Product improvement means a creation and subsequent introduction of a 
good or service, which might be new or an improvement of previous goods or 
services. New materials are also considered as an indicator of measuring innovation 
because new materials might be either for sale or for company use. Thus, a company 
may use new material in order to invent a new thing. Improvements in processes and 
methods by number of new materials can be measured. 
 
These indicators can also inform about how much attention the market gives to 
create new goods and services. As more new products exist in the market, it leads to 
more competition and improved innovation on that market. Furthermore, the number 
of inventions, which have been patented, may also give information about the desire 
of creating new products. Nowadays, if a company creates a new product or 
improves an existing product they need to protect and patent for it. An advantage of 
this indicator is that new products and product improvements measure actual 
implementation, thus giving a reliable result of the innovation trial. On the other 
hand, the main drawback is that all products are not guaranteed to succeed, meaning 
that all products do not give the expected return of the innovation’s expenditure. 
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Patents and Patent Applications 
A patent is a set of private rights permitted by a sovereign state to an inventor due to 
his invention. Patents protect the inventor from undesirable attends to his invention, 
but cannot directly measure innovation, as many patents are not commercialized and 
many innovations are not patented. In fact, the amount of inventions, which have 
been patented, is the most extensive proxy measure of innovative activity. However, 
Wesley M. Cohen and Richard C. Levin warn:  
 
“There are significant problems with patent counts as a measure of innovation, some 
of which affect both within-industry and between-industry comparisons” (Cohen & 
Levin, 1989: 8).  
 
Further, Acs and Audretsch argue:  
 
“The value and cost of individual patents vary enormously within and across 
industries... Many inventions are not patented. And in some industries, like 
electronics, there is considerable speculation that the patent system is being 
bypassed to a greater extent than in the past. Some types of technologies are more 
likely to be patented than others” (Acs & Audretsch, 1991: 4). 
 
Thus, patents are measuring technological progress and the importance of 
innovation. This indicator provides the information of the competition between 
companies by the number of granted patents, making the measurement advantageous.  
 
Return on Product Development Expense 
Return on product development expense (RoPDE) is another performance indicator 
for companies measuring the performance of product innovation and development by 
a formulation.  
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The aim of return on product development expense is to make a comparison to the 
profitability metric, such as operating income margin, gross margin or EBIT. 
 
 
 
 
  
The formulation seen above contains gross margin (GM) and product development 
expense (PDE). Gross margin may also be named as gross profit, determined by 
revenues minus the cost of sales. Cost of sales or cost of goods sold (COGS), 
includes direct material, direct labour and manufacturing overhead costs in it 
(Malinoski, 2011). Product development expense usually includes the engineering, 
technician, product marketing and associated management labour expenses. The 
measure comes from the organization’s existing accounting data. Return on product 
development expense is represented by an Operating Income Margin Band and it is 
usually between 0-10 percent (Malinoski, 2011). 
 
Return on product development expense is suggested for companies, which have the 
objectives of increased number of new ideas, improved quality of ideas, more 
efficient implementation of quality ideas, or improved success achieved from the 
implementation of new ideas. It is a simple measurement technique only generated 
from the accounting data and a simple formula. Even the simplicity of the formula 
can be a great head start for measurement of innovation in companies (Malinoski, 
2011). 
 
Financial and Market Measures 
Organizations use these indicators in order to measure aspects of the financial 
performance. They are mainly in relationship with research and development 
spending and sales of new goods or services. Indicators of financial and market 
measures can be categorized as research and development expenditures, revenues, 
and subjective measures (Denti, 2013).  
 
! Page 26 of 73!
Research and development is finding new knowledge about products and services, 
thus applying that knowledge in order to produce new and improved products and 
services to fill out the needs on the market. Research and development is basically an 
investment in technology and potential capabilities, which is converted into new 
products and services. In the industry and technology sectors research and 
development is a crucial factor of innovation and key in developing new competitive 
advantages.  
 
Research and development spending is also used to measure companies’ innovative 
abilities because statistics and data are widely available and due to the fact that 
research and development is one of the core activities of innovation. However, 
research and development spending is not a result of innovation; it is an input to the 
innovation process. Research and development statistics measure the amount of 
resources a company dedicated to innovation. While some correlation does exist 
between research and development expenditure and innovative success, the 
relationship between the two is not always direct (Denti, 2013). 
 
Research and development is a noteworthy source of innovation and plays a critical 
role in the innovation process. Investments in research and development help 
companies search for and improve their financial capacities, which means that 
companies need research and development in the long term competence as well as 
short term competence. One may therefore argue, that a development of a company 
depends on the research and development expenditures. The more companies spend 
on research and development, the more they are developed. Due to the research and 
development expenditure, they are more likely to innovate new things.  
 
Nowadays, the most crucial thing for companies is to sell value-added goods. This is 
crucial because if a country sells value-added goods, that means they will earn more 
money than ordinary goods. Furthermore, research and development expenditures 
show how much attention companies give to innovation. If a company is willing to 
innovate more, then probably it will spend more capital on research and 
development. Another indicator for research and development is the number of the 
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labour force, which is employed in the companies research and development section, 
as it will signal how much capital a company spends on research and development 
(Denti, 2013). 
 
The other aspect of the financial performance is revenue. In order to be successful, 
the most crucial indicator for a company is its revenue. Mostly, companies think of 
their revenue before they invest in innovation by research and predictions. However, 
it is obvious that not the most spending company in innovation is the most profitable 
one. Thus, revenues or total sales are the key indicator of success on market. 
Companies need this information in order to decide whether to innovate. Some 
innovation activities are innovative by themselves, while others vital for the 
application of innovations (OECD, 2007).  
 
The third aspect of the financial performance is the subjective measures. Although 
the indicators above are among the most common when measuring innovation in 
companies, many of the activities that can be characterized as innovative is in risk of 
being overlooked if innovation is measured merely using the broad searchlight of 
these quantitative measures. Activities like these can be labelled “dark innovation” 
(Martin, 2012). Traditional indicators of innovation do not measure those activities, 
which are considered to contribute to the innovativeness of an organization but that 
are fundamentally intangible. One method to capture dark innovation is to use 
subjective assessments. Examples such as incremental activities or involve little 
formal research and development are called dark innovation and they are seldom 
patented (Denti, 2013). 
 
Innovative Work Behaviour 
Innovation in organizations is the work of individuals who work alone or in groups. 
A recent attempt was done by De Jong, which measured the extent to which an 
individual explores opportunities, generates new ideas, champions and promotes new 
ideas, and implements new ideas. Generally, managers or team leaders are asked, 
when innovation needs to be measured (De Jong & Den Hartog, 2010). 
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The central role of innovation in the long-term is the survival of organizations 
(Ancona & Caldwell, 1987). It is hard to find what motivates or enables individual 
innovative behaviour. One of the most crucial problems in the management of 
innovation is the management of attention. Individual innovation begins with 
problem recognition and the generation of ideas or solutions. Thus, individual 
innovative behaviour can be seen as the outcome of four interacting systems: 
individual, leader, work group, and climate for innovation (Scott & Bruce, 1994). An 
advantage of innovative work behaviour indicator is, that it is flexible and can 
measure any innovative activity. It gives the information from managers’ vantage 
point however; innovative work behaviour does not indisputably lead to tangible 
outcomes. This indicator has a significant correlation with number of invention 
disclosures, with numbers, and effectiveness of applied innovations. 
 
2.3.6 Combining the Theoretical Framework 
The theoretical framework that has been presented above will be the structure to 
investigate the problem definition on the subject matter. As stated before, combining 
several theoretical fields establishes better grounds for the investigation. While 
presenting the theoretical fields it has become obvious that the approaches and 
concepts are intercorrelated and further, that they mutually influence each other. The 
figure below gives an overview of how the theoretical framework functions and how 
the analytical investigation will be structured. 
 
The external factors are a crucial factor for the investigation of the subject matter. 
Since the economic conditions in the airline industry have been constantly changing 
during the last years, it forces airline companies to find new opportunities in the 
market by innovating and plan business strategies if they do not wish to lose their 
market share. It can be stated that airline companies generally have the same goals 
related to profitability, leadership in the market, and differentiation from the 
competitors. Thus, companies invest great amount of resources in order to achieve 
these goals. 
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        Figure 2 Combination of the Theoretical Framework 
 
However, it can be argued that the probability to success is not related to the amount 
of capital invested, rather it depends on the success of the entrepreneurship 
conducted, which will balance a company’s resources properly. It is crucial to make 
decisions related to the introduction of new innovations and thus select, which 
strategies are better for a company’s development.  
 
2.4 Limitations 
Due to the undeveloped theoretical frameworks in the field of innovation, there is not 
one true recipe to follow. All innovation theories have been elaborated according to 
different factors and thereby, function as simplification of the reality. The theoretical 
chapter has so far outlined the main elements that influence innovation strategy in 
the airline industry. The scope of theories that have been chosen are continuously 
changing as they are largely used as experimental concepts, which makes innovation 
difficult if not impossible to measure. Since innovation depends on a large scope of 
variables and factors, the indicators cannot be used alone to measure the innovation, 
but need to be combined in order to obtain realistic conclusions. 
 
One of the specific limitations that follow with the theoretical framework, is the 
Growth Share  Matrix. When conducting the analysis, it is crucial to evaluate the 
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matrix with sufficient history to allow room for predictions and evaluations. As this 
framework only considers actual profitable elements, such as the market share and 
industry growth rate, it becomes obvious that long term factors led by innovative 
incentives are left outside.  
 
Furthermore, the selected theories pretend to reflect the importance of innovation and 
planning strategies to succeed in the competitive environment. However, each 
company will take different decisions as each one have different external factors and 
market opportunities. Yet, it is argued that the wide range of theoretical approaches 
will validate the investigation of the topic matter however, still bear in mind that 
limitations in the theoretical framework exist.  
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3. Methodology 
This chapter will provide the methodological framework of the project. Here, the 
methodological choices will be outlined in the manner they are going to be utilized 
throughout the project. Thereby, the methodological foundation presented here will 
be the basis of answering the problem statement.  
 
3.1 Disciplines Utilized 
The disciplines utilized in this project will be based upon the philosophy of Social 
Sciences and the field of Business Studies in the manner to investigate how 
innovation affects airline companies’ business models. In order to investigate the 
comparative case study, which the problem statement unfolds, concepts on 
innovation will be used to discuss how both a high profile and a low cost airline 
company in question differ and whether, these differences are comparable. Thus, the 
investigation will be conducted by using a mixed methods research strategy. This 
strategy is conducted as different research strategies are used and various types of 
empirical data are collected in order to answer the problem statement (Morgan, 
2007). 
 
Furthermore, the subjects from the business field enable the research to estimate the 
profitability of the innovation as asked in the problem statement. In addition, the 
concept of innovation is providing a wide range of theories and strategies concerning 
the basic idea of how it is aimed to understand the differences in the companies’ 
strategies.  
 
3.2 Strategy of Analysis 
As the aim is to perform a successful investigation, it is essential to make sound 
decisions about strategy of the analysis, since it is the essential guide factor in the 
project. This is due to the fact that a good strategy of analysis will provide a 
framework for the collection and analysis of data, which sufficiently allow an answer 
of the problem statement.  
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Since the comparative case study is the core of the project, the only concern regards 
one location, namely the sector, which both the companies compete in. In the 
strategy of analysis it is therefore, important that the foundation of the project is a 
case study. Thus, a strategy of analysis, which conducts mixed methods, is employed 
with the aim of providing a comparative case study with both qualitative and 
quantitative data (Bryman, 2008). 
 
The aim of the analysis is to investigate the current state of the airline industry and 
more specifically, the various developments that have transformed the traditional 
business model of the airline companies. As stated before, the competition in the 
airline market has increased over the past few years, and has thus, divided the airline 
market into high profile and low cost sectors. This has led to the fact that innovation 
practices have become an increasingly essential aspect of the airline companies’ 
business strategies. 
 
The focus of the analysis will be the airline market and the appearance of changes in 
the traditional airline industry, since it can be stated that the appearance of the new 
business model has substantially changed the airline companies’ business model. 
More specifically, the aim of this investigation is to analyse the influence of 
innovation, in order to know how profitable and which advantages innovation have 
for the airline companies. We seek to understand if the strategies and business 
models of both sectors differ as much as we suspect it to. Thus, conducting the 
analysis by applying innovation theories can shed light on the business models and 
strategies used by companies in both of the sectors. For this purpose, both a 
theoretical and an empirical approach will be conducted. The theories will function 
as a tool to understand the importance of innovation, as well as the differences and 
similarities of their particular strategies. To support the theoretical framework, 
empirical data will be used to measure the level of innovation in the airline 
companies. Furthermore, financial data will be used to measure the profitability and 
influence of innovation. The choice of empirical data will be further elaborated in 
section 3.4. 
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3.3 Case of Analysis 
In the analysis, the two American airline companies will be compared. Both 
companies operate under the same market conditions and therefore, they are 
approximately affected by the same external factors. An comparative research of two 
airline companies in the market have advantageous benefits and assist to gather more 
precise data. Furthermore, the airline industry in the United States seem highly 
relevant since American companies spend the second highest amount of resources on 
research and development, where the investment in the airline industry represents 
16,2% of all investments in research and development expenditures in the United 
States (OECD, 2007).  
 
The airline industry is highly competitive with very few differences between the 
competitors and their strategies. Therefore, the case of comparison will be an airline 
company, which was the first using a low cost strategy, and a high profile airline 
company, which is the leader in innovation. Both airline companies have been 
classified as the 10 largest airline companies in terms of market capitalization 
(Wensveen, 2008; Airtrends, 2012). 
 
3.3.1 High profile Airline Companies 
High profile airline companies can be characterized as wanting to create an 
experience and provide more services. They focus on passengers’ needs in order to 
be happy and why the passengers would choose their companies. When high profile 
companies are doing research about their business model and strategy, they try to 
answer the question:  how can they influence the passenger to choose their product. 
Thus, it is noticeable that innovation in high profile companies concerns service, in 
which the customer is the central focus. 
 
Thus, Delta Airlines can be considered as a high profile airline company. Delta was 
awarded as one of the most innovative and influential airline companies in 2012 
(Airtrends 2012). They pioneer in innovation and focus on the customer’s comfort. 
For example, Delta was the first airline company who offered high quality snacks, 
instead of nuts on board. These luxury benefits on-board are one way to gain the 
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customers’ trust. Further, Delta is credited with the invention of the hub, spokes 
model for the airline companies, and the forefront figure of state of the art 
technology (Pirson & Malhotra, 2008). 
 
3.3.2 Low Cost Airline Companies 
Low cost airline companies can be characterized as companies, which generally have 
less comfort and lower fares, flying short haul distances. Thus, low cost companies 
obtain competitive advantage from operational efficiencies. This can also be seen, 
when low cost airline companies delegate more and more tasks to the passenger, 
such as printing boarding passes or finding seats in the flights. Furthermore, services, 
such as food, that are free in the high profile airline companies, are obtained through 
payment in the low cost companies. In addition, long haul low cost airline companies 
attain competitive advantage by optimizing yields from the available aircraft capacity 
and maximizing all available space (Wensveen, 2008). 
 
Southwest Airlines can be characterized as a low cost airline company. It is unique 
among American airlines and is considered to be the father of the low cost model as 
it is the only one, which has been profitable for the last thirty years: 
 
“Their critical strategic initiatives contributed significantly to the 52 percent surge 
in the cash flow from operations in 2012” (Southwest Annual Report, 2012: 51).  
 
Southwest uses a strategy focused in offering low and unrestricted prices, good on 
time departures and high rotations (Doganis, 2001; Southwest Annual Report, 2012). 
 
3.4 Empirical Data 
The previous section describes the strategy of the analysis that is applied to the 
conduct of the project; namely, the mixed methods design. This term refers to a 
research that combines methods associated with both quantitative and qualitative 
research. Therefore, in order to investigate a comparative case study and answer the 
problem statement, different kinds of data is collected (Bryman, 2008). 
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Although innovation is difficult to measure for the reasons explained previously, 
indicators from financial data will be used in order to understand the importance and 
relevance of innovation in the airline industry. The 2012 Annual Report of Delta and 
Southwest will provide reliable financial data necessary, to evaluate their growth. 
Furthermore, it will be attempted to find a relationship between their expenditure in 
the research and development department, and their gross profit to understand the 
influence of innovation. However, the difficulty of measuring innovation and the 
difficulty of getting these data from the information resources due to its 
confidentiality should be differentiated. 
 
The interpretations of the collected data will contribute to estimation about whether 
innovation plays any role for each of the companies. As mentioned above, in order to 
estimate the differences between the two, different kinds of data is collected. To 
complement the investigation, our knowledge will be utilized in order to provide an 
insightful in the point of innovation. The variety of qualitative and quantitative data 
collected, will be analyzed in an integrate way with the aim of shaping coherent and 
logical consistency. 
 
3.5 Research Approach - Pragmatism 
The previous sections have explained that in order to answer the problem statement, 
utilizing the different research techniques, methods, and approaches are important. 
Therefore, it is essential that a strong methodological foundation is present, when 
mixing these almost opposite aspects. In the light of these premises, a purely 
qualitative or quantitative research approach is rejected, as they only allow for the 
use of one epistemological and ontological position. These positions are as 
following; Positivism and Objectivism or Constructivism and Interpretivism. In the 
comparative case study however, a pluralistic position will be utilized, known as the 
Pragmatic approach, as it allows for a suitable framework in designing the mixed 
methods research (Morgan, 2007). 
 
The rationale behind the decision of pragmatism is that the interest of the 
investigation does not only lie in the specifics of the companies but how their 
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individual innovation differs and as such different indicators through different forms 
of empirical data are sought. The aim of the investigation is to explore, whether 
innovation can be effective in creating an advantage for the airline companies. In 
other words, the differences on their level of innovation are explored in order to 
investigate if innovation helps the airline companies to be advantageous on the 
airline market. Thus, the aim is to answer what differences there are between the 
companies, and how innovation has influenced their business strategy.  
 
It is important to make a distinction between the mentioned epistemological and 
ontological approaches as they require to assert what the world consists of and how it 
should be understood. In other words, these choices impact how the world is viewed. 
There are large differences in how the “real world” could be understood, either 
objectively, through scientific principles or subjectively, as individuals have they 
own interpretation of that world and take part in constructing it. In the Pragmatic 
approach, the intersubjectivity as the key function is used (Johnsan, Onwuegbuzie, 
2004). 
 
Intersubjectivity is simply a term, which describes the position between our 
subjectivity and our objectivity, while conducting the comparative case study. We 
seek answer the problem statement, while taking an objective stand as when our 
gained knowledge is applied onto the quantitative gathered data, as well as when 
collecting and interpreting the statistical data. In order to analyze the differences 
between the companies and their different strategies, we must also bear in mind that 
we are dealing with innovation. Nevertheless, the comparative case study is our 
approach to answer the problem statement, as the companies are treated in the same 
way, which simply means having one specific approach. In our case this will be 
represented by applying the annual reports of both airline companies in order to find 
the different indicators, which suggests a specific innovation strategy within the 
company. 
 
As we are objective while interpreting and collecting the data, the aim is to utilize 
this in a manner to show, where in the annual report the indicators are. This is 
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obtained by focusing on the specific differences between the companies. 
Nevertheless, applying this strategy only through objective analysis of demand is 
insufficient; therefore we will supplement it by forms of subjectivity. 
 
The gained knowledge, which is apply onto the comparative case study, will be 
utilized, in order to highlight and discuss how this very intangible term innovation 
can be quantified and used in the analysis. Therefore, the choice of pragmatism has 
enabled to shed light on how the different research approaches can be mixed 
productively and effectively. The aim of this approach is to generate the right kind of 
mixture between objectivity and subjectivity to gain as much information from the 
limited data sources in the project. Thus, by mixing the approaches it builds a better 
opportunity for answering the problem statement.  
 
By following the pragmatic approach, it is important to consider the empirical and 
practical consequences (Johnsan, Onwuegbuzie, 2004). To be more specific of how 
the Pragmatic position is adopted in the comparative case study the data of the 
particular company should be fully studied in order to gain both the subjective and 
objective answers that are sought.  
 
3.6 Reliability, Stability and Validity 
In the project there are two important criteria for the evaluation of social research. 
The criterias are reliability and validity, which have specific meaning in the relation 
to the evaluation of the measures of the concepts and both these criterias will be 
presented in the following section. 
 
Reliability concerns itself with issues of consistency of the measures. Simply 
explained, it states that the terms that defines this criterion, and reflects upon the 
reliability of the comparative case study results, have internal reliability. By this it is 
to be understood as the meaning of reliability applies to multiple-indication 
measurements (Bryman, 2008). In order to estimate the differences between the two 
airline companies, the investigation will not only be limited to interpreting statistical 
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data. Instead, the gained knowledge will be utilized and applied over the concept of 
innovation to fully understand, where the indicators within the annual reports lie. 
 
The second factor, that considers whether research results are reliable or not, is the 
term stability. Reliability is tested by asking questions about the stability of the 
results over time (Bryman, 2008). Unfortunately, this will not be possible in the 
investigation due to the time constraints. Thus, it is not possible to test the reached 
results of the investigation by taking the finding and re-evaluate the problem 
statement to then later re-test it onto two different companies. Nevertheless, we 
believe that the findings in the comparative case study will be replicable after being 
re-evaluated as the aim to make the project as reusable as possible. 
 
Thirdly, the criterion of validity within social research is particular important, as 
many of the parts in the approaches are borrowed from the natural sciences, which 
requires the finding to be eligible for retesting and as such be valid. Therefore, it is 
crucial to determine, whether the measures of the concept actually measure the 
concept. According to validity’s principles, an argument or statement is valid only if 
its premises entail its conclusion (Bryman, 2008). The assumption of the 
comparative case study predicts that there is indeed a difference between the 
companies and that they vary in their indicators of innovation. Apart from the 
statistical data collected, in order to estimate the differences between the two 
companies, the gained knowledge of innovation will be utilized in order to attempt to 
quantify it as much as possible. 
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4. Analysis 
In the following chapter the influences, which the innovation have on the high profile 
and low cost airline companies’ business models, will be analyzed. The analysis will 
be based on the theoretical framework of the project presented in section 2.3.6., in 
order to identify the main characteristics of each airline company and their 
differences. 
 
4.1 The Strategic Visions of Delta and Southwest 
The following sub chapter will analyze the strategies of both Delta and Southwest. 
The main characteristics of the Southwest strategy are to keep it simple. All the 
organizational innovations aim to simplify the structure of the company, which 
means focusing only on the elements that could give them a competitive advantage 
in the American market (Southwest Annual Report, 2012). Southwest’s business 
model is built around, that simplicity is no longer so simple, in which its business 
model is based on solid solutions to process and reduce flight cost. They realized that 
a segment of the American passengers were not willing to pay a high price for a 
flight ticket, but was however, willing to receive less commodities in exchange for a 
lower price. Therefore, they found a new exploitable opportunity in the market and 
developed a low cost strategy focussing on offering low fare tickets to satisfy their 
new possible customers’ basic needs (Doganis, 2001). Furthermore, Southwest’s 
strategy is mainly based on short haul flights: 
 
“The short haul traveller is the backbone in which Southwest was built upon. The 
market for short distance airline flights was large enough to allow Southwest to 
maintain a profit for over 30 consecutive years. Shorter flight times allowed for more 
flights to take place per day. With the industry average sitting at one or two flights 
per day, Southwest set itself leaps apart by averaging 10 to 12. Maximizing 
utilization and minimizing ground time were the key elements to Southwest's 
profitability” (Swederg, 2009: 39). 
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In order to innovate, it is essential to add value to the products. An added value to a 
product is an added increase in price. Those small needs can quickly ramp up as the 
Southwest quickly discovered. Thus, Southwest created a corporate culture in the 
firm; a new way of thinking, and a better work environment, since a satisfied 
employee would mean more profitability for the company. When Kelleher, the 
founder of Southwest, was asked about what the most important factor in the 
company was, he replied:  
 
“Your employees come first. And if you treat your employees right, guess what? Your 
customers come back, and that makes your shareholders happy. Start with employees 
and the rest follow” (Herb Kelleher, 2012: 43). 
 
The quote by Kelleher represents the value of an entrepreneur and this way of 
thinking. The company generated a culture around prioritizing their workers over 
their customers:  
 
“This family oriented atmosphere that was created enabled worker retention and 
customer service to skyrocket” (Herb Kelleher, 2012: 67). 
 
In 1984, Southwest was accredited as number one in customer service; one of the 
points that indicates the company’s prosperity. Nowadays, Southwest has been 
ranked number one among all major American carriers several times on the customer 
service, as well as safety, price, on time performance, and baggage handling basis 
(Drucker, 1995). Yet, already in 1981, they proved that it is possible to charge low 
fares combined with a high customer service and still make a noticeable profit.  
 
Southwest is one of the largest American domestic airline companies, and also 
responsible, as one economist noted, for 90% of the low-fare airline business that 
exists in the United States. Southwest will continue to reserve their growth in the 
future by entering selected markets only after careful market research (Drucker, 
1995). The advantages of Southwest can be resumed due to their innovation by 
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simplest customer-interface, highest customer ratings, and employees appear to be 
happy and more efficient (Drucker, 1995).  
 
Five years ago, Delta Airlines was in a dangerous situation close to bankruptcy, as it 
incurred in a $10 billion net loss in just one year, from 2005 to 2006. Thus, they 
decided to merge with Northwest on 2008, to overpass this financial situation and be 
the world’s biggest airline with company with nearly 80.000 workers and an active 
mainline fleet of over 700 aircrafts. Furthermore, they decided to focus their 
strategies in the company’s returns and services (Karp, 2013). 
 
The integration with Northwest makes them to be the world’s biggest airline 
company, the transaction generate more than $1 billion in annual revenue and 
savings in operating costs however, they had to change their strategies and to find 
their optimal market to have a financial success and stability. Being the first to the 
consolidation gives Delta a competitive advantage since Southwest is still in the 
starting process in the integration with AirTran Airline (Karp, 2013). 
 
                         Figure 3 Adjusted Net Debt of Delta (Source: Karp, 2013: 3). 
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In the figure above, there can be seen some of the financial strategies that Delta have 
used to adjust their net debt. They have reduced their capital costs and interest 
expenses (Karp, 2013). Paul Jacobson, CFO in Delta expressed:  
 
"We're going to continue to try to maintain our lead in terms of revenue performance 
and corporate share and financial performance. That's our challenge going forward" 
(Kaarp, 2013: 23)  
 
Delta planned a strategy to ensure its capital spending did not exceed earnings to 
clean up its balance and reach its debt target: 
 
"We are very focused on return on capital, We're not looking to go out and craft a 
business plan to steal market share with low prices. There's room for modest growth, 
but for the foreseeable future you're going to continue to see that capacity discipline" 
(Kaarp, 2013: 24)  
 
Thus, Delta improved their aircraft utilization, diversification of the route system, 
decreased overhead cost and improved operational efficiency. They attempt to cut $1 
billion in annual structural cost by the end of the year and invested less on acquiring 
new aircrafts as well as acquiring more used aircraft, as they were not in a rush to 
grow. Therefore, they prefered to upgrade aircrafts with amenities such as lie-flat 
seats and wifi connection (Karp, 2013). 
 
Another characteristic of their strategy is the focus in the customer service and 
thereby, to add more value to their products. Usually after an acquisition, the 
passenger complaints increase, and it happened to Delta as well. Therefore, they 
invested $2 billion dollar in a program in order to improve the quality of its products 
and services. Moreover, they developed training programs and seminars to improve 
the skills of 11.000 Delta customer facing staff. The passengers suggested more 
personal on the ground, in which lead Delta to destine 800 “red coats” agents helping 
customers regarding flight connections, issuing new boarding passes, and providing 
food vouchers, when it is necessary. The customer service must respond to the 
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passenger expectancies to give them global standardized products, services, and 
technology in order to “build a better airline, not just a bigger one” (Karp, 2013: 
25). 
 
This is the underlying reason for AirTrends Magazine to rank Delta a third position 
in the ranking of the world’s 10 most innovative airlines (AirTrends, 2012). Delta’s 
strategy is not based only on a good capacity of adaptation of their main goals, as 
they were to decrease their loss and improve their products because the services, 
which the company provide are a really important part of their strategy (Karp, 2013). 
 
4.2 Innovative Incentives 
Southwest is the pioneer airline company using a low cost strategy in which they 
need to develop some innovation to decrease the structural cost, to satisfy their 
customers need, and achieve its strategic goals. In the mid 1980's Southwest was 
distinguished as being the first to offer the frequent miles program. It adapts products 
for its customers’ need, reasoning Southwest to be the pioneers of the senior 
discounts.  
 
Another point, which distinguishes Southwest from their competitors is that it does 
not offer first class seats on any of their airplanes. This may have potentially caused 
Southwest to lose first class customers to rival airlines. Southwest also does not 
assign seat numbers, which means that if a plane is swapped out, and a new ones 
brought in with a different seat configuration, there is no need to adjust the entire 
seating arrangement and issue new boarding passes: “Passengers simply board and 
sit where they like” (Wensveen, 2008). Most other airline companies charge to check 
bags however Southwest does the contrary, with the policy of “bags fly free” 
(Wensveen, 2008). This policy reveals a good marketing but it also has operations 
benefits:  
 
“When you charge people to check bags they try to carry more on, sometimes more 
than can fit in the overhead bins...That results in more bags being checked at the 
gate, right before departure. And that wastes time” (Airtrends, 2012: 34). 
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Furthermore, Southwest does not increase the price on their flight tickets during 
holidays and peak travel season.  
 
The main business activity of Southwest is the short haul flights in which the 
development of the fleet has been primordial to success. By choosing Boeing-737 as 
the standard airplane, it makes it easy for all the American customers to travel:  
 
“Maintaining the largest fleet of 737's in the world and utilizing point to point versus 
using different airports to connect routes, allowed Southwest to provide their service 
to more people at a lower cost” (Airtrends, 2012: 35). 
This model of the 737 has been replaced over the years with the 300, 500, 700 and 
800 series. Furthermore, renovation permits to reduce their costs, by increasing fuel 
efficiency, and decreasing the maintenance cost, as having the same aircraft model 
means that the mechanics need less training. Furthermore, while other airline fleets 
can employ 10 or more types of aircraft, Southwest only uses two, Boeing 737 being 
the majority. The table below shows the clear differences between Delta and 
Southwest regarding their airline fleet. 
 
Figure 4 Southwest Airlines fleet (Southwest Annual Report, 2012) 
     
Furthermore, Southwest was the first airline company to establish a homepage on the 
internet, a revolutionary fact in that period. Booking online had a $1 cost, while the 
cost for a travel agent was $10. This is why Southwest has bet on advances in 
technology to decrease their structural cost and add value to their product. When you 
add value on a product, you innovate. The success of Southwest is due to the 
capacity it has to innovate regularly. 
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Besides, Southwest proved that limited aircraft time on the ground permits to 
maintain cost advantages over the competitors, namely the boarding process re-
engineering. The innovative efficiency of the boarding process has a key role for the 
low cost airline company. Southwest has given their customers an economical 
experience but without the luxury. This is the business model of Southwest, which 
permits them to maintain their market situation. Thus, it can be seen that innovation 
lead to success, when it is making a difference.  
 
On the other hand, Delta is making huge efforts in the innovative services. They have 
developed an application for smart-phones allowing customers to track their baggage 
and assure that they are not lost. Also, they have introduced an innovative service to 
meet their premium passenger’s needs, as it has a partnership with Porsche to carry 
these passengers from the plane to their cars in the parking lot or the terminal: 
 
“Porsche has provided the vehicles to Delta free of charge, but has placed 
information about the car models in the vehicles and in Delta Sky Lounges at the 
airport” (AirTrends, 2012: 9).  
 
Besides, in first class and business class the passengers can choose their meal during 
their booking process, borrow an Ipad, and have free wifi access on board. 
Furthermore, Delta was the first company to offer real time travel assistance through 
internet and social media and allowance to book tickets via Facebook (AirTrends, 
2012). 
 
Delta has no rush in increasing their number of fleet however, they have a program 
to upgrade their international long haul fleet to increase the comfort of their business 
and economic class. They are going to implement full lie flat beds in approximately 
35 percent of its transoceanic flights to increase the conformity of their high valued 
business passengers, while offering passengers priority boarding, additional legroom, 
more seat reclination, and the possibility to upgrade their seats for a small fee. 
Lastly:  
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“Delta’s frequent flier program SkyMiles have complimentary or discounted access” 
(AirTrends, 2012: 9). 
 
Furthermore, to decrease their structural cost and get a business advantage over their 
competitors, Delta is going to York’s LaGuardia airport (secondary airport) into a 
new domestic hub to increase their presence in New York City operating less in JFK 
(primary airport) (AirTrends, 2012). 
 
Summarized, innovations are focusing in keeping a simple organization in order to 
be able to decrease all their structural costs. In the light of these innovations, the 
companies continue to grow through their corporate strategy using the competitive 
advantages and unbeatable organizational culture to their benefit. 
 
4.3 Entrepreneurship in the Airline Industry 
The airline industry is formed by large airlines with thousands of employees, 
aircrafts, and department’s stakeholders, which need large doses of management. 
Therefore, it is very important to have an entrepreneur who is able to balance all the 
resources and achieve the airline’s business goals. For example, in the case of Delta, 
it has been seen how the entrepreneur has been able to transform a company almost 
in bankruptcy into a profitable company, decreasing its debt ratio in a very short of 
time (Aaron, 2013).  
 
Entrepreneurship permits profitability because it is the link between strategy and 
innovation. Managers have to define, which market they should enter and which 
strategy to use. Thus, they need to elaborate a plan to achieve their goals through 
innovative ideas. To get a relevant business models, the strategy needs enough 
flexibility to overpass all the difficulties that the airline could have along that period. 
Innovation permits to find these elements, which could make a difference on the 
market because innovation could be the solution in a market with many competitors. 
However, innovation needs a lot of efforts to be successful in the market, in which 
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strategy or innovation in the right time and place could be very beneficial. For 
example, the integration of Delta and Northwest transformed a threat into strength. 
 
Concerning the strategy, the entrepreneur has to balance how much money they 
reserved to innovate, in which brand they have to invest etc. The confrontation with 
this dilemma creates a business strategy. The success of Delta concerns research and 
development department and organization.  
 
The high profile airline sector needs a business model to be reactive and innovative 
concerning new organizations. Southwest has focused its strategy on low cost sector; 
they work to found a product, which has a reduced cost. But Southwest propose also 
an experience. Strategy with entrepreneurship permits at firms to answer at the 
problem if they have to innovate or not. In every sector there are concerns of 
entrepreneurship, innovation and strategy.  
 
In both companies, the entrepreneur are going to take different financial measures to 
achieve the same goals, however they are going to put aside for different purposes, 
increasing in the customer service or decreasing in prices. Moreover, the 
entrepreneur has to convince passenger that they are different, however we have seen 
that these companies are more similar than they look like. They use different 
strategies to attract more passengers and be more profitabilities. To achieve that they 
try to transform their weakness in strength through new innovations and 
improvements in their products and services. These entrepreneurs have to manage 
both internal factors and external factors.  
 
Delta and Southwest have the same external factors because it affects them in the 
same proportion; independently they use a low cost or high profile strategy. For 
example, an increase in the fuel price or in the number of competitors in the market 
affects them in the same way. Also a small innovation or new strategy of the 
competitors can have repercussions in their revenues.  
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This is why these leaders have to careful of the possible reactions. Furthermore, in 
such an unstable sector as the airline sector there are many external influences such 
as fuel prices which can almost instantly affect the companies which necessitate 
quick reactions as without the will fail. It is an unstable sector due to the 
competition, at the beginning of airline market, national and regional company have 
a monopoly. But the airline market has increased and evolved perpetually.  
 
Entrepreneurs innovate. Innovation is the specific instrument of entrepreneurship. 
 Innovation, indeed, creates a resource. Innovation, then, is an economic or social 
rather than a technical term. It can be defined the way J.B Say defined 
entrepreneurship, as changing the yield of resources. Or, as a modern economist 
would tend to do, it can be defined in demand terms rather than supply terms, that is, 
as changing the value and satisfaction obtained from resources by the consumer. 
 
“The overwhelming majority of successful innovations exploit change. An innovation 
constitutes a major change” (West , 2004: 77).  
 
The author mentioned for him an innovation must be a radical innovation not just an 
incremental innovation: 
 
“Innovation must be part and parcel of the ordinary, the norm, if not routine. This 
requires specific policies. Innovation requires major effort. It requires hard work on 
the part of performing, capable people. The business must be managed so as to 
perceive in the new an opportunity rather than a threat. It must be managed to work 
today on the products, services, processes, and technologies that will make a 
different tomorrow” (Drucker, 1995: 45). 
 
We have to specify, the entrepreneurship is not just the reaction of “entrepreneur’s” 
choice. In firm’s context, the companies need to create a sector devoted to 
innovation. According to David J. Teece:  
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“To profit from innovation business pioneers need to excel not only at product 
innovation. But also at business model design, understanding business design 
options as well as customer needs and technological trajectories” (Drucker, 1995: 
42).  
 
When a firms needs to create a department reserved to innovation. They need to refer 
to some definition as Incremental innovation, radical innovation.  
 
The entrepreneurship regroups different form of entrepreneurial thoughts, the 
entrepreneurial management, the entrepreneurial business, which regroups 
entrepreneurial policies and entrepreneurial practices, structures, staffing and 
measuring innovative performance: 
 
“The entrepreneurial management is based on three items the existing business, the 
public service institution and the new venture”. “The existing business, to 
oversimplify, knows how to manage but need to learn how to be an entrepreneur and 
how to innovate” (Drucker, 1995: 24). 
 
The entrepreneurial Business, in the economics world, a tradition appeared which 
said “Big businesses don’t innovate” due to major innovations of this century did not 
come out of the old, large businesses of their time.  But we can see lots of sectors 
such as the automobile, chemical, bank or computer industry that innovate 
perpetually. That why, in large businesses, one department is reserved to the 
entrepreneurship.  Because the entrepreneurship is not “natural” it is not “creative”. 
It is work (Elkjer, J.R, 2011: 65): 
 
”First among these, and the simplest, is focusing managerial vision on opportunity. 
 Management, even in small companies, usually got a report on operating 
performance once a month. Typically, in companies that are managed for 
entrepreneurship, there are therefore two meetings on operating results: one to focus 
on the problems and one to focus on the opportunities” (West, 2004: 53). 
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For a business to be receptive to entrepreneurship, innovative performance must be 
included among the measures by which that business controls itself. Research 
managers long ago learned to ask at the beginning of any research project: “What 
results do we expect from this project?  When do we expect those results? When do 
we appraise the progress of the project so that we have control?” If we analyses the 
purpose of D.J. Teece:  
 
“A business model articulates the logic and provides data and other evidence that 
demonstrates how business creates and delivers value to customers” (Teece, 2003: 
42). 
 
Our definition is really similar to his point. That reveals the problem of innovation 
dilemma. Nobody has got the solution at this problem, that’s why every firms needs 
to innovate. If we refer to Z.J Acs and David B. Audretsch small and new companies 
has a better capacity than big company to innovate. 
 
For existing business to be capable of innovation, it has to create a structure that 
allows people to be entrepreneurial. It has to make sure that its rewards and 
incentives, its compensation, personnel decisions, and policies, all reward the right 
entrepreneurial behavior and do not penalize it (Sundbo, 1998).  
 
4.4 Analysis of the Environment 
“The airline is particularly sensitive to changes in economic conditions; an increase 
in unfavorable economic conditions or continued economic uncertainty could 
negatively affect the company’s results of operations and could require the company 
to adjust its business strategies” (Southwest annual report, 2012: 53). 
 
For these reasons airlines have to analyse their market before planning a strategy or 
develop new innovations. We are going to use the five Porter’s forces to understand 
how is the market, its competitive intensity and attractiveness in the airline industry 
and the influential factors that each airline has. 
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The entrance of new competitors in the market is complicated due to barriers of entry 
because of the need of flight authorizations and the requirement of a high capital 
investment to start operating. Moreover, the partnership difficult to new and old 
competitors to find new opportunities in the market industry, new target markets or 
covering new routes (Southwest annual report, 2012). Threats of substitutes products 
or services are a relevant fact within the airline industry. It is an industry full of 
competitors in which the differences in price and quality perceptions are very low 
because of the lack of customers’ loyalty. We have to add the ease with which 
consumers can access to the information and compare between different airlines 
because there are not switching costs for the customer. The low cost airline’s 
customers prefer a cheaper than the reputation of the company. However, in the case 
of the high profile sector is completely the opposite.  
 
Their strategy focuses in building a relationship of loyalty with their customer 
because its profile are willing to pay more money for a better flight experience due to 
their price inelasticity. That is why high profile airlines invest on new innovation 
focused on improving their loyalty and experiences rather than their rotation and 
costs. To conclude, it is an industry full of competitors and narrow margins of 
profitability, however, high profile companies try to defend against these threat of 
substitutes developing a loyalty relationship with their customers (Smith, 2004). Due 
the high competence, all the companies are pressed in decreasing their flight prices 
and increase their comfort. However, each market segment decides in a different way 
depending of their preferences.  
 
Low cost airlines’ customers are more prices sensitive than the high profile ones 
because their main preference is low fares so the passenger consumers put pressure 
on the low cost airlines to decrease their fares and find new strategies to achieve it. 
However, high profile’s passengers press them to receive more quality services and 
comfort than their competitors for a price just (Airtrends, 2012). The bargaining 
power of suppliers is very high in the airline industry because there are few suppliers 
like fuel supplier, foods supplier, aircraft supplier etc. Both companies have been 
impacted by high and volatile fuel prices so their ability to manage this uncertainty 
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will be fundamental for their success. Moreover, there are only two aircraft suppliers, 
Boeing and Airbus so their business would be highly affected if they were unable to 
obtain additional equipment or support of them and their switching costs from one 
aircraft or engines supplier to the other are high because all mechanics and pilots 
would have to be retrained. The main difference between the power of both 
companies´ suppliers is the negotiation with the airports. Low cost airlines generally 
use secondary and less demanded airport, so they have more negotiation power, than 
the high profile airlines that only use principal airports (Southwest annual report, 
2012). 
 
Competition in the airline market is intense and unpredictable. Southwest and Delta 
compete with other airlines on a majority of their routes. In the airline market we can 
find two competitive factors, pricing and customer service. Pricing is an important 
competitive factor in the airline industry and especially with the increase availability 
of flight tickets information on Internet allows customers to compare competitors. 
Pricing can be managed according to the flight traffic and a reorganization of their 
operating allows obtain low operating cost and customers service, passenger 
amenities, flight equipment type and comfort are other factor that airlines compete in 
the industry (Southwest annual report, 2012). 
 
4.5 Evolution of the Innovation 
The airline industry is very competitive in which all the airline companies have to 
improve constantly their strategies to increase their competitiveness and market 
share. However, these kinds of industries in constantly change give very few time to 
exploit these improvements. A “start” innovation can pass from giving a lot 
competitive advantages to be a “dog” innovation, an innovation that spend more 
resource than give, in very few years. For example, some years ago, the check-in 
stands in the airports were an important place to offer a good customer service. 
However, in the last years, companies are trying to decrease the number of stands in 
the airport to do check-in promoting that the passengers do a part of the process in 
some computers in the called “auto check-in machines” to decrease the customers 
waiting time and the cost structure. Other example could be selling flight tickets on 
! Page 53 of 73!
website were something innovative which required a big investments and risks. 
Betting in selling tickets on Internet was a difficult decision for all the companies 
due the lack of information about the opportunities that this new way of selling could 
provide in the future and actually it is the main selling point  
 
4.6 Redefining the Business 
In the airline industry, we have seen a lack of radical innovation of the airlines. They 
are only developing incremental innovations, however, we have seen along the 
history how companies have fail due their lack of radical innovation so these two 
airlines should find new opportunities to develop radical innovations, which help as 
much for the passenger and the airline. However, we could say that these airlines are 
doing a big effort in finding new opportunities in the market to increase their 
leadership in the market and redefine their business model. For example they are 
looking for new ways of getting the consumer surplus.  
 
There is a struggle in the market for being the airline with the lowest price, but also 
they want to obtain the maximum revenues from the passenger after buying the 
ticket. This kind of revenue is called ancillary revenue. In 2012, Delta got 2.039 
million of Euros in ancillary revenue, representing the 7.2% of their total revenue 
and 12.45 Euros per passenger (Delta annual report, 2012) and Southwest got 
949.900 million of Euros in ancillary revenue, representing the 7.5% of their total 
revenue and 7.45 Euros per passenger (Southwest annual report, 2012). Delta has got 
the ancillary revenue thanks to their innovation and expansion of economy comfort, 
first class up-sell, preferred seats, same day confirmed seating, trip extras, wifi, 
rewards passes and hotels, car rentals, and trip insurance (Delta annual report, 2012). 
Southwest has mainly got ancillary revenues from AirTran baggage fee, rapid 
rewards program, early boarding program and “pets are welcome program” 
(Southwest annual report, 2012). 
 
4.7 Differences  
Our analysis has revealed both business models of Delta and Southwest are not really 
different. They focus on customer services, innovation. The differences between 
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these two companies are how they use innovation for example when Southwest 
wants to win some places in the airplane it is to add a new seat, concerns Delta it is 
to give more comfort to their passengers.  
 
It was interesting to see companies who are not in the same sector have got pretty 
same business models and strategy. The difference is for Southwest at the beginning 
they have a figure of entrepreneurship that has inspired the business models. 
Something during time who can take as a references not for Delta.  
Figure 5 US Airline Unit Costs 2012 (Alaska Air Group, 2012). 
 
JetBlue has explained that its strategy is not to have the lowest costs or the larger 
costs associated with legacy business models. It believes it has just the right cost 
levels to execute its business model that is medium-frills including product bundling 
that includes product up-sells such as expedited security and seats onboard with more 
room. 
 
As we mentioned above, both companies, Delta and Southwest focus their 
innovations in decreasing their structure cost because if they do that, they will have 
more margin to operate, so it is a very important business advantage. In the figure 
above we can check that Southwest has a lower unit cost than Delta due their effort 
in increasing the rotation, increasing the number of flights per day, decreasing the 
ground time of the aircrafts... However, being the airline with lowest unit cost does 
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not mean a sure success because depending of the strategy chosen, it factor can be 
more or less important. For example, for Delta is important to decrease their unit cost 
but keeping, at the same time, the passenger comfort with lost seats density and 
amenities on board, this is why being the airline with the lowest unit cost or 
structural cost does not mean success. 
  
Product feature SouthWest Airline Delta Airline 
Frequency of 
flights 
High Moderate to 
high 
Choice of airport Secondary airport Primary airport 
Ways of check 
in. 
Online Agency, 
Online 
Class 
Segmentation 
Single class Multiples 
classes 
Flight connection Point to point Interlining 
Frequent flyer 
programme 
Yes Yes 
Types of fleet One type and new 
fleet 
Multiple types 
of fleet 
Fare Simplified fare 
structure. 
Complex 
Target Group Leisure, Family, 
Students. 
Leisure and 
business 
Operational 
Activities 
Seating 
Focus on core 
(flying), small 
pitch. No seat 
assignment. one 
steward in cabins 
Extensions, 
generous pitch, 
seat 
assignment. 
 
As we can see from the table low cost companies are mostly earn much more money 
in less quality and more frequency. But on the other hand high profile companies are 
mostly concerning about their quality while they are earning money. 
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First of all, their preferences of frequency of flights are different. Southwest Airlines 
prefer to fly more often due to earn more money. The idea behind this choice is the 
more passengers you let fly, the more money you earn. Of course there will be more 
expenditure as well. On the other hand, Delta Airlines has less flight frequency than 
Southwest Airlines. Their strategy behind this choice is to have more high quality 
flights. Because if one plane has to fly right after it lends to its destination, there 
would be no time to clean the inside of the plane. Therefore the quality of the other 
flight will be bad. Although we can say that their flyer programs are both frequent 
enough. 
 
Their choice of airport is also a big difference. Southwest Airlines chooses secondary 
airports in that country. That means the airport, which is far away from the city 
centre. Because those airports are more cheap to pay for the flights. This is a way to 
spend less money on their expenditure. But Delta Airlines chooses the primary 
airports and therefore they accept to pay more. But it is good impression for the 
passengers. Because passengers do not lose time and do not get lost in the city in 
order to find the airport. 
 
Another difference between these companies is options of check in. Southwest 
Airlines has only online option. This way provides them to reduce labor and shop 
costs. Their main aim is to reduce all costs and according to this idea they use just 
online check in. But Delta Airlines choose to have online check in plus in agency 
check in. They provide people whom are not in to using internet and they let them do 
it in agencies. 
 
Their choice of class segmentation is also different. Southwest Airlines has only 
single class and passengers have no other choice to choose. This might not be a 
problem for middle class but it might be a problem for the business people and rich 
people. They probably will not want to fly in the economy class. But Delta Airlines 
has multiple classes. They provide different kind of classes to every people which 
class they want to fly.  
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Moreover, Southwest Airlines choose to fly point to point but Delta Airlines choose 
interlining flights. That means Southwest Airlines fly less distances and they do not 
have a certain centre. On the other hand Delta Airlines use connected flight system. 
Their most flights are connected. In this difference Southwest Airlines’ point-to-
point flights are better for the passengers. 
 
Their types of fleet are also different. Southwest Airlines one type and new fleet but 
Delta Airlines has multiple types of fleet. That means Southwest Airlines use only 
one type of plane because of their company strategy and because their strategy is to 
be low cost company, they use small planes in comparison with Delta Airlines. Delta 
Airlines’ fleet is larger. Their flying distant are more than Southwest Airlines’ 
distant. 
 
Another difference between these companies is fares. Southwest Airlines has 
simplified fare structure. But Delta Airlines use more complex fare system, as they 
have much more complex class segmentation than Southwest Airlines. 
 
A very important difference between Southwest Airlines and Delta Airlines is their 
target groups. Southwest Airlines choose leisure, family and students as their target 
group. It actually fits to their company strategy because they want to earn money as 
being a low cost company. On the other hand Delta Airlines choose leisure and 
business class as their target group. They want to be high quality airline company. 
For that reason, they need to fulfil business person’s needs as well.  
 
Moreover, their operational activities and seating systems are different. Southwest 
Airlines focus on just flying and does not pay so much attention on passengers’ 
comfortableness. They have small pitch and they don’t have any seat assignments. 
Furthermore, there is just one steward in cabins. They reduce their expenditures by 
employing few stewards. As we mentioned earlier, Southwest targets only flying and 
do not care about their flight quality. On the other hand Delta Airlines generous pitch 
and they provide seat assignments. Their first target is to be high quality company.  
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Generally airlines have a policy or strategy to influence customer loyalty. These 
companies are trying to attract new passengers a warranty, confidence in the service 
and comfort. Instead airlines say low cost have a much more direct strategy. These 
companies have a strict policy to reduce costs at their peak. The advantage is to offer 
prices much lower than average. 
 
However, the two types of airlines do not attract the same group of consumers. 
Traditional companies are tempted to attract people who are committed to service 
and comfort as well as the image of the company as the price itself. While for low-
cost airlines people have only one priority is to get to their destination point with 
spend less. 
 
4.8 Measurement of Innovation 
Revenues 
In order to be successful, the most crucial indicator for a company is its revenue. 
Especially for the airline sector it is vital because in this sector there is a big 
competition between companies and also their expenditures and costs are limitless. 
Most of the companies think their revenue before they invest in innovation doing 
some researches and predictions about their strategies or market. However investing 
in innovation does not mean that the airline is going to develop successful 
innovations and being the most innovative airline can help to have success but it is 
not proportional.  
 
All companies are conscious with the importance and the advantages of investing in 
innovation, so in a company generally having more revenues or total sales imply 
more investment in research and development department so in innovation. 
Companies need to know their revenues to decide their innovation 
expenditure.Companies’ economic development is depending on innovation. Some 
innovation activities are innovative by themselves; others are not new activities but 
are vital for the application of innovations (OECD, 2007). 
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The operating revenues in 2012 of Southwest increased a 9,1% compared to 2011 
with a total of 10.088 millions dollars. However, this increase was due principally to 
the acquisition of AirTran Airways operating revenues. Excluding the results of 
AirTran, operating revenues for 2012 increased 5,5% compared to 2011. This 
increase was basically due to the passenger revenue because of the increase of the 
average fare paid per mile and passenger and fuel expenses (Southwest annual 
report, 2012). 
 
The operating revenue in Delta Airline increased a 4% over 2011 with a total of 
36.670 million dollars. This increase was for the same reasons than Southwest 
airline, due higher passenger revenue, the integration with Northwest, the yield 
improvement and the repercussion of the fuel expense increase (Delta annual report, 
2012). 
 
 
 
 
 
 
 
 
 
Figure 6 Revenues and Expenditures (Southwest and Delta Annual Report, 2012) 
 
There are financial differences between Southwest and Delta due the size of  Delta 
which is one of the world’s biggest airline, however there are a proportional 
relationship between operating revenues and expenses so also their net income. Delta 
has a 214 % more operating revenue than Southwest but also a 209 % more 
operating expenses so we could not see a relevant difference between their net 
income, Delta has a 239% more net income than Southwest, which could indicate 
Million $, 2012 Southwest Delta 
Operating revenues 17.088 36.670 
Operating expenses 16.465 34.495 
Net income 421 1.009 
Total assets 18.596 44.550 
Total liabilities 4.650 12.709 
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which kind of strategy, low cost or high profile, is more profitable. Moreover, Delta 
has been selected as the third most world’s innovative airline but it does not mean a 
substantial increase in its net income (Airtrends, 2012) 
 
Patents 
A patent is a set of private rights permitted by a sovereign state to an inventor due to 
his invention. Patents protects the inventor from undesirable attends to his invention. 
Patents measure the technological progress and importance of innovation and it can 
give us an idea about how much a company or a country is investing in innovation. 
However, patents are not a direct measure of innovation because many patents are 
not commercialized and many innovations are not patented. In fact, the amount of 
inventions, which have been patented, is the most extensive proxy measure of 
innovative activity. 
 
All these competitive industries are characterized by the fight for the market share 
between the competitors and the development of new innovations, however the 
information about these patents is generally very restricted. Unlike Delta, Southwest 
provide 16 patents and copyright concerning innovation. The most important patent 
concerning innovation is a: 
 
“Method for preventing the interception of data being transmitted to a web site by a 
monitoring program creating a first association between a set of labels and a first 
set of codes, where the set of labels contains information to be displayed on a 
computer, while each code in the first set of codes is associated with a particular 
label” (Southwest Official Website). 
 
These patents concerning the web site show us the importance of information and 
communication technologies in our society because it allows gaining time connecting 
a lot of data, and the technology take care of the rest (Southwest Official Website). 
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5. Discussion 
In the light of the analysis it has become clear that there is less differences between 
the high profile and the low cost airline companies than first assumed. The 
assumptions was, that either one of the airline companies, most likely the high 
profile airline company, would have a higher net income than the other. This chapter 
will discuss this outcome, problematizing how a company choose one profile over 
the other, when the differences are unnoticeable. 
 
Although, significant differences of revenues between the high profile and low cost 
business models are not noticeable, there is one factor that sets them apart. It is the 
different ways the passenger perceives the value that the airline’s innovation add to 
their business activities. While high profile innovation have the goal to improve the 
products and services of the company to satisfy the passengers need, low cost 
innovations focus on improving the organizational structure. Due to this, the 
perception of the product improvements are more difficult to perceive than the price, 
high profile companies tend to use their innovation such as marketing tools to try to 
make visible their improvements in comfort and quality 
 
High profile innovation has the goal to add value to their product and services, which 
benefits the requirement or need of the consumers. On the other hand, low cost 
innovation improves the organizational structure. The high profile marketing 
strategies use their innovations as a differentiation tool due to the difficulty of 
measuring the quality and conform. Here, low cost innovation decreases the price so 
the consumer easier perceives that innovation.  
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6. Conclusion 
The study on the subject matter has attempted to answer the problem statement on 
how innovation affects the high profile and low cost airline companies’ business 
models. The theoretical framework outlined innovation to be highly important with 
regards economic growth and increase in revenue. However, the analysis has shown 
that innovation is less important than assumed in the theoretical framework. Instead, 
the findings of the analysis has emphasized that no business model is more 
preferable than the other as they are approximately obtaining the same rate of growth 
and revenue. However, changes in the environment and the highly competitive 
airline market, has caused the airline companies to redefine their business models 
and specialize in a specific target market in order to survive. Thus, it has been seen 
that both Delta and Southwest have focused highly on innovation and thereby, 
improving their strengths. Furthermore, the analysis has been emphasizing that a 
balance between entrepreneurship, strategy, and innovation ensure a good 
management of resources and use of business advantages.  
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7. Perspectivation  
The aim of this chapter is to present a perspectivation of the analysis and discussion 
on the subject matter. Investigating the problem statement has made it clear that 
other effecting parameters are applicable in the airline market. The ones that will be 
in focus here are the influence of two global crises; namely the terrorist attacks 
September 11, 2001 and the global financial crises. Further, the airline market’s 
future prospects will be discussed.  
 
7.1 The Airline Market in the Light of Two Global Crises 
The airline market has undergone two major crises in the last 15 years; one being the 
terrorist attacks on World Trade Center in September 11, 2001 and the other, the 
global financial crisis in 2008. The September 11 attacks had a significant effect on 
the airline market, where the air traffic booking went from 35% in 2001 to 14% in 
2002 only in the United States. During this crisis, Delta lost 3 billion USD, while 
Southwest stayed profitable despite the unfavorable economic climate (Delta & 
Southwest report 2001-2004). However, Southwest’s net income fell from 511 
million USD in 2001 to 241 million USD in 2002 (Southwest Annual Report, 2004). 
By the numbers one could argue that the traditional, high profile companies had been 
overruled by low cost airline companies due to their price (Macario, 2009).   
 
The other crisis in late 2008 once again pushed the airline market into turbulence. As 
the crisis reduced the demand, the airline companies were forced to reduce their 
offerings, leading to a critical financial position. Thus, in order to face the crisis, the 
airline companies had to become more flexible. In the light of facing this challenge, 
restructuring became the key. These restructuring mechanisms entail to be able to 
provide at least the same level or service with fewer resources, focusing on new 
requirements such as security, developing sustainable intermodal alliances that will 
inevitably bring new agents to the industry, and deal with new ways of asset 
management aiming to reduce industry sunk costs (Macario, 2009).   
It becomes clear that the two global crisis have changed the structure of the airline 
market. However, it may be possible to cancel the effects to a certain extend. Here 
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future development and innovation becomes the key. These could in example be 
alliances, consolidation and niche players; privatization or the end of flag carriers; 
influence of cross-border mergers and acquisitions; new market entries and 
increasing aggressiveness; extreme volatility in the airline market; increasing foreign 
capital; and less employment (Macario, 2009).  
 
Thus, it can be concluded, that the airline market is very volatile. In the coming years 
the companies will face to resist the entry of new players as well as continuing to 
remain innovative and competitive. Here, only aggressive companies with an 
optimized financial strategy will survive in the airline market.  
 
7.2 Future Prospects - New Perspectives 
One way to measure the future prospects of airline companies, is to look at the 
revenue drivers, since they are the forces that affect a company’s earnings. Nawal 
Taneja has summarized the history of these and attempted to predict the future in the 
aviation industry with the chart below.  
 
 
 
 
  
 
 
 
 
 
 
 
Figure 7 Index of Revenue Drivers (Taneja,2013). 
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In the light of the chart, it is seen that the most important revenue drivers, 
historically, came from innovations surrounding the airline networks, fleet, and 
airport facilities. This has included the accomplishments of trans-oceanic capability, 
the introduction of jets, wide body-aircrafts, and hub networks. Further, it can be 
seen that the incremental innovation is slowing down, as the revenues of product and 
service innovation is increasing. This type of innovation started with computer 
reservation and global distribution systems, and has been developing through the 
revenue management, E-ticketing and Internet, Web 2.0 and fee-based services. 
Airline companies now and in the future should, according to Taneja, increasingly 
focus on new intermediaries, coordination within aviation ecosystem, and value-
based options in order to increase their revenue (Taneja, 2013). 
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8. Limitations 
When conducting a project based upon a comparative case study, there are many 
unforeseen problems, which may appear throughout the process. First of all, the data 
that have been sought to be analyzed first seemed easily attainable. However, delving 
further down into the core aspect of innovation it has been found that the sought 
information was classified. Therefore, we have stumbled quite a bit as the core area 
of the project had just taken as substantial hit. Furthermore, this issue caused much 
of the anticipated analysis to evaporate, as it could not analyze numbers due to the 
lack of accessibility. Therefore, this issue had to be outmanoeuvred by searching for 
the indicators within the annual reports of the two airline companies, which helped to 
understand how the companies were shaped by innovation. 
 
As we first became interested in the project, we were did not assume that such an 
issue could occur as our initial look onto the data did not reveal this issue. The 
choice of study did also not allow us to shift too much and therefore, we chose to 
stay with the chosen two companies, as it was found that the classification of the 
innovation departments were a recurring event throughout the airline sector. 
 
As such, the project at many points seem to have little substance, but this is mainly 
as we had to deal with the classification issue to the best of our knowledge, as at the 
point of finding this issue we did have the necessary time to switch out the vital 
components of the project. 
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